on prime and other rates. Their success in 
pursuing this diversification strategy will be 
reflected in how well their prime rates follow 
declines in market rates. 

Since revisions in prime rates usually lag 
behind changes in market rates, the tendency 


is for the spread to widen when rates fall 
rapidly. If, after adjustment for the lag, the 
prime rate still responds sluggishly to 
easing market conditions, banks may have to 
rethink some of their explicit pricing methods 
for business lending. 
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